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The Influence of Accounting on the Development
of an Economy
By George O. May
III. Railroad Retirements and Depreciation

In this article I propose to consider briefly some economic and
historical aspects of the problem of accounting for the exhaustion
of the useful life of fixed properties (not including equipment) of
railroads.
I have chosen this question for discussion for a number of rea
sons. Undoubtedly, the way in which it has been dealt with has
had a marked effect on the economic development of our country;
it lies in the field in which, as I pointed out in my first article, the
most important problems arise which the accountant has to con
sider; it has a close relation to the question of regulation of rates
on the basis of capital values on which I touched in my second arti
cle; and the Interstate Commerce Commission has, in recent
years, decreed a revolutionary change in the practice of carriers
under its control. An examination of past practice and of sug
gested alternatives raises sharply the question of the nature of
accounting conventions and of the justification therefor.
Methods of providing for the expense represented by the ex
haustion of property, though varying greatly in detail, fall into
two broad classifications: those which aim to distribute the charge
as uniformly as possible over the period of usefulness of the partic
ular unit of property, and those according to which the time for
making the charge is fixed by the actual or impending retirement
of a unit. The former are commonly referred to as depreciation
methods and the latter as retirement methods, and these con
venient designations will be employed in this article.
In order to keep the discussion within appropriate limits, it
seems desirable to restrict it narrowly to the fixed properties of
railroads and to refrain from dealing either with equipment, which
constitutes the other main division of the capital assets of rail
roads, or with the case of other public utilities. The cases of
fixed property and equipment differ in the fundamental fact that
so long as operations are continued, fixed property must either be
reasonably maintained or replaced, while so long as an adequate
supply of newer equipment is available to do the work of the road,
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obsolete equipment can be kept in nominal service and under a
retirement system of accounting carried at cost in the accounts,
indefinitely. It was doubtless this consideration which led the
Interstate Commerce Commission to require the railroads in 1907
to adopt a system of depreciation charges in respect of equipment,
but not in respect of track and other fixed properties.
Up to the present, railroads both here and abroad have gener
ally adopted retirement methods. The question whether rail
roads should adopt some depreciation method does not appear to
have been extensively considered in our country at least until the
railroad system was largely built up. The word “depreciation”
does not appear in the Instructions in regard to the keeping of
Railway Accounts, issued by the Railroad Commissioners of
Massachusetts in 1876, or in the index of Hadley’s Railroad
Transportation (1885), or in the decision of the Supreme Court
in Smyth v. Ames (1898). Our practice, however, was undoubt
edly greatly influenced by English practice, and in that country
the issue was hotly discussed as early as the middle of the last
century, following the collapse of the great railroad boom of the
forties. A select committee of the House of Lords in 1849 took
testimony on the subject (including, incidentally, that of an
accountant who stated that he had been carrying on his profession
in London for more than twenty years) and in its report favored
the creation of depreciation reserves:
“It must be obvious,” it said, “that for the maintenance of
railways in a due state of efficiency, as relating to the way, the
buildings, the rolling stock and other property, an adequate
provision ought to be made, as a matter of necessary precaution
and prudence. The creation of a Reserve or Depreciation Fund
for such purposes, as contemplated by Parliament (Companies
Clauses Act of 1845,8 Vict. c.16, s.122)
,
*
seems now to be generally
admitted as necessary, and in some instances, the Committee
rejoice to observe, it is practically adopted. Without such fund
there is a constant temptation to misapply capital, where capital
still exists; and where capital is exhausted, the progressive de
terioration of the line can hardly be avoided, greatly to the risk
of the public, and to the inevitable sacrifice of the ultimate inter
ests of the company itself. It would be difficult to prescribe by
law the exact amount to be carried annually to this fund; but the
* The provision seems to have been permissive rather than mandatory. Section 122, the
section cited, provides that:
“Before apportioning the profits to be divided among the shareholders the directors may, if
they think best, set aside thereout such sum as they may think proper to meet contingencies, or
for enlarging, repairing, or improving the works connected with the undertaking, or any part
thereof, and may divide the balance only among the shareholders.”
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fact of the creation or the non-existence of a Reserve or Deprecia
tion Fund, together with its amount, where it exists, should always
appear upon the face of the accounts. The receipts and expendi
ture of such fund, where it has been established, should in all
cases be kept and exhibited, separate and distinct, should be
examined and certified by the auditors, and should be annually
submitted, as well as left open to the inspection of the share
holders.” †
The controversy continued for many years until the passage of
the Regulation of Railways Act of 1868. That act provided a
special form of accounting for railways, which came to be known
as the double account system. Under that system, all capital
outlays were carried in an account entitled "Receipts and expend
itures on account of capital”; only the balance of this account
appeared in the general balance-sheet of the company. Rejecting
the pleas that depreciation reserves should be made mandatory,
Parliament contented itself with requiring certificates that the
properties had been adequately maintained and that the dividends
proposed to be declared were, in the opinion of the auditors,
properly payable after making all charges against revenue which
in their opinion ought to be made thereagainst.
Thus, while directors were free to make provisions for deprecia
tion if they saw fit to do so, the question whether such provisions
had to be made turned ultimately on whether the auditors re
garded such depreciation as one of the expenses which ought to be
provided out of revenue; and leading accountants both here and
in England took the view that this was not a necessary expense.‡
I turn now to consider what the effect on the development of
our country would have been if the depreciation method of ac
counting had been put into effect in the early days of railroad
enterprise. I raised this question in a memorandum which was
submitted to the Interstate Commerce Commission and in an
article which appeared in the Quarterly Journal of Economics of
February, 1929, and from which I may, perhaps, quote:
"The result of a depreciation plan is obviously to throw an
added charge for use and exhaustion of property upon the earliest
years of operation, years in which the traffic development would
be in progress and in which consequently the charge would be
more burdensome than in later years. Such a condition would
seem to be exactly the reverse of that which would be economically
desirable from the standpoint of the community. Its interests
† Third Report, Select Committee on Audit of Railway Accounts, X Parliamentary Papers (1849),
p. ix.
‡ Cf. H. R. Hatfield, Accounting, p. 142.
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would be served by keeping the charges in the early years down to
the minimum consistent with maintaining the efficiency of the
property, thus enlarging the volume of the commodities that could
profitably be transported, and building up both the traffic and the
community more rapidly than would otherwise be possible. The
best interests of the community in such a situation would be
served, it would seem, by a mutual agreement to ignore the depre
ciation on the property in so far as it could never be made good
while the property was being operated; the owners of the railroad
agreeing that this depreciation should not be treated as a part of
cost of operation, and the community agreeing on the other hand
that in computing return no deduction should be made from the
original investment therefor.” *

From a financial standpoint, with depreciation charges treated
as a part of operating cost, only a small proportion of the enter
prises proposed could have been claimed to present the prospect of
being able to earn their fixed charges within a reasonable period
after being opened for traffic. The published results of the ventures
of those who had been bold enough to proceed would have dis
couraged others from attempting similar enterprises. On the
basis of the accounting methods then employed, which ignored
accruing depreciation, Hadley estimated in 1885 that the rail
roads as a whole were earning not more than five per cent on the
actual capital invested. To my mind, it is incontestable that the
effect of the application of such depreciation accounting would
have been that the construction of a large part of our railway
mileage would at least have been greatly delayed—if, indeed,
some part would ever have been constructed at all. Such a
result would have been exactly the opposite of that sought at the
time by legislatures and the public.
Hadley begins his chapter on railroad legislation with the state
ment:
“The early railroad legislation in the United States was devised
for the object of securing railroad construction. The only fear
was that railroads would not be built as fast as they were needed. ” †
And as late as 1907 the Interstate Commerce Commission was
complaining

“It may conservatively be stated that the inadequacy of
transportation facilities is little less than alarming.”‡

Since the development of other public utilities and commercial
*Vol. XLIII, p. 211.
† A. T. Hadley, Railroad Transportation (1885), p. 125.
‡ Annual Report of the Interstate Commerce Commission (1907), p. 9.
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enterprises followed naturally on the development of railroads,
this portion of the growth of our capital equipment would also
have been greatly retarded. It has been said that we owe our
great railroad facilities and the developments which they made
possible, in a large measure, to unsound finance; but if it be held
that depreciation provisions are an essential element of sound
railroad accounting, then unsound accounting must share with
unsound finance in the responsibility for the tremendous economic
development that has taken place since railroad enterprises were
first begun. I do not here undertake to consider whether the growth
may have been too rapid to be healthy—I make only the point
that the accounting practice affected the economic development of
the country—whether for better or for worse, others may dispute.
It is no doubt true that as a result of the accounting methods
followed, large amounts of capital have been lost by investors.
How large such losses in the aggregate must have been is brought
home to us when we consider enterprises such as street railways,
in respect of which capital has been furnished by investors—first,
for the cost of an original installation of horse-cars, and then for
the cost of equipping the lines for electrical operation (with, in
some cases, an intermediate cable development); and, finally, as
we have recently seen in New York and elsewhere, the electrically
operated street-cars have been displaced by buses. This, how
ever, merely emphasizes the truth too often ignored by unfriendly
critics of the existing economic order—who see only the large
gains made by a relatively small number of fortunate indi
viduals from the development of the capital equipment of the
nation—that in the aggregate, the community pays only a rela
tively small return to capital for the amount invested, and that it
is the community that is the one sure gainer therefrom. However
legitimate the project, however honest the finance, however con
servative and scrupulous the accounting, and however competent
the management may be, the losses in industry are bound to be
enormous, and the community can well afford to allow the few
who meet with unusual success to receive and retain substantial
rewards as a part of the price it pays for all the capital invested.*
I should perhaps anticipate here an objection that the methods
of accounting adopted may have been an effect rather than a
cause: the objection that this may be a case in which methods of
* Failure to recognize frankly these simple truths seems to me to be a major ground for criti
cism of measures for control of security issues which have been put forward in the last year or
two.
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accounting have been influenced by other than accounting con
siderations, rather than one in which accounting judgment has
influenced the economic development. True, the methods fol
lowed here and in Great Britain might represent the giving of
effect to an opinion deliberately reached as to what was econom
ically desirable, or they might be the reflection of the views (born,
perhaps, of the wishes) of those who were interested in the crea
tion of such enterprises. There is, however, nothing to suggest
that the depreciation method was regarded by those responsible
for the enabling legislation, either here or in England, as sounder
but was deliberately ignored because it was believed that the de
velopment and welfare of the country would be aided by ignoring
it. Nor do I believe that those who were responsible for finding
the capital for railroad enterprises in England or here, or those
auditors in England who were required under the Act of 1868 to
certify that dividends were bona fide due after providing for the
charges which ought to be made against revenue, believed that
sound finance or good accounting called for depreciation provisions
which would ultimately provide for the amortization of outlays
on all property except that which was indestructible and could
never become obsolete, and deliberately refrained from requiring
such provisions.
The policy that omitted any provisions for depreciation was, in
England, entirely consistent with the policy which omitted any
provision for amortization of obviously wasting assets such as
mines, ships, or annuities. It was consistent with the whole
theory of the determination of income under the English incometax laws (which had been revived in 1842 before railroad develop
ment in England had proceeded very far). American practice in
the early days was undoubtedly determined largely by English
precedents, which was natural in view of the fact that the capital
for our railroad enterprises came largely from abroad, and par
ticularly from England.
I believe that in dealing, or omitting to deal, with depreciation
the railroads merely followed the general accounting practice of
the times. In my first article, I referred to the change of attitude
on the question on the part of the Supreme Court between 1878
and 1909.* It was not until the present century that deprecia
tion charges became general even in industrial accounting practice
in our country—in fact, full recognition of the necessity therefor
*Cf. The Journal of Accountancy, January, 1936, p. 13.
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might almost be said to date from the enactment of the first
corporation income-tax law in 1909, under which depreciation
was an allowable deduction which corporations generally were
anxious to secure, and which was allowed only if taken up on the
books.
The first serious proposal to apply depreciation methods to
fixed properties of railroads appears to have been made as the
result of the study of the question of railroad valuation by the Inter
state Commerce Commission under the Valuation Act of 1913
though, as already noted, the Commission had in 1907 taken steps
looking to the application of a depreciation method to railroad
equipment. In its valuations under the authority of the Act, the
Commission consistently deducted from the gross value deprecia
tion on what is known as the straight-line method—that is to say,
the method which aims to distribute the ultimate loss of value
evenly over the service life of a unit of property. The Supreme
Court in its decisions on valuation questions has consistently
rejected the straight-line method, and the deductions it has
recognized have resembled more nearly what has been called
observed depreciation.
By an amendment to the Interstate Commerce Act in 1920
(Section 20, §5), the Interstate Commerce Commission was given
authority to prescribe the classes of property for which deprecia
tion charges might properly be included under operating expenses
and the percentages of depreciation which should be charged with
respect to the uses of such classes of property. After much con
sideration of the question and extended hearings, the Commission
handed down a report in November, 1926
*;
but as a result of
objections to its conclusions, granted a rehearing which eventually
resulted in a new report dated July 28, 1931.† This varied in
some important respects from the earlier one, but adhered to the
theory of straight-line depreciation which the railroads were or
dered to put out of force as from July 1,1933. The effective date
has since been changed by executive order and now stands in
definitely postponed.
Shortly before the second report, the Supreme Court in the
United Railways case ‡ had laid down the principle that for the
purposes of rate cases any depreciation charge must be based upon
* No. 14700, Depreciation Charges of Telephone Companies; No. 15100, Depreciation Charges
of Steam Railroad Companies.
† Same title.
‡ United Railways and Electric Company of Baltimore v. West et al, 280 U. S. (1930) 234.
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present value and not upon original cost, as was contemplated by
the Commission. Clearly, however, a system of depreciation
charges based upon a fluctuating present value was altogether
impracticable for the purposes of current accounting by the rail
roads. If the Commission was for such current purposes to re
quire depreciation charges, they could hardly be based on any
thing except cost. At the same time, with the Commission in
sisting on straight-line depreciation and original cost, and the
Court insisting on observed depreciation and present value, there
was no apparent prospect of the Commission attaining the objec
tive which it had stressed of placing railroad accounts on such a
basis as to make them equally useful for the purposes of current
accounting and rate-case determination.
In the report of 1931 the Commission, after citing the varied
views of carriers and the need for uniformity, concluded that a
depreciation method was preferable to a retirement method.
Observing that in regulating accounts the Commission was per
forming its administrative function, and that so long as the regu
lation was not arbitrary in the sense of being without reasonable
basis, there was no ground for judicial interference, it proceeded
to consider various depreciation methods. It recognized that the
arguments in favor of the sinking fund and annuity methods had
force, going so far as to say, “ It may be that from a scientific and
theoretical standpoint the annuity method is the soundest of all,”
but concluded that the balance of the argument was in favor of
the straight-line method. Its discussion of this question con
cludes thus:

“We are disposed to abide by the finding in our prior report in
favor of the straight-line method. It is the method which has
consistently been used in our valuation proceedings. On the
record before us, indeed, we would hardly be justified in reaching
any other conclusion.
“This conclusion, it should also be said, is associated with the
confidence we entertain that the courts, when the issues and facts
are made entirely clear to them, will recognize the connection and
inter-relation between depreciation in accounting and in valuation
which have been pointed out hereinbefore” (p. 413).
Here we have what are at once the weakest and the determining
arguments of the Commission on the question at issue. While
straight-line depreciation unquestionably is commonly used for
current accounting purposes, particularly in the industrial field,
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its use for valuation purposes does not find support either in
theory, in practice, or in court decisions. The Commission’s
own view of fixed property is that it represents a given number
of years of service value. If this view be accepted, the unit
which has at the beginning of a year 100 years of useful life, has
at the end thereof 99 years of such life left in it, and the reduction
in value during the year is measured by the difference between
the value of an annuity for 100 years and that of an annuity
for 99 years. This difference is not 1%, but less than 1% of
1%.
Continuing, the Commission found that (to use the language of
the syllabus), "Depreciation accounting becomes a necessary meas
ure of self-protection to the carriers, in view of the decisions of the
Supreme Court of the United States to the effect that accrued de
preciation must be taken into consideration in ascertaining the rate
base value” (§ 34, p. 353). This argument would be more con
vincing if the views of the Commission had been shared generally
by the carriers, which, however, regarded the Commission’s pro
posals as “neither practicable nor wise” (p. 382) or if the methods
of computing depreciation prescribed by the Commission had
been more in harmony with the past decisions of the Supreme
Court. Perhaps a more accurate statement of the argument
would be that depreciation accounting will become necessary for
the self-protection of the carriers if the Supreme Court justifies the
confidence of the Commission, recognizes the connection and
inter-relation between valuation and depreciation accounting,
and does so in such a way as to substitute the Commission’s
ideas upon depreciation for those which it has heretofore ex
pressed.
Referring again to the syllabus, while paragraph 22 reads: “It
is not essential that the accounts should correspond in all respects
with the facts which may be controlling in a confiscation case,”
we find in paragraph 43 the statement: “ It is a matter of vital im
portance to harmonize the requirements for valuation and de
preciation accounting purposes, so that unnecessary duplication
of effort will be avoided.”
Reading the order as a whole, one is left with a very definite
impression that the Commissioners participating in it are thor
oughly convinced that straight-line depreciation should be de
ducted from gross value in any determination of the rate base, and
that depreciation computed on the same basis should be charged
179
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against income. In order to secure recognition for the first of
these two points, they are willing to make large concessions on
secondary questions.
Encouraged by dicta in minority opinions of the Court, they
hope by the exercise of their authority in the matter of current
accounts to induce the Supreme Court at long last to come around
to their point of view. In presenting their case they make effec
tive use of the arguments and practices of the telephone compa
nies in support of straight-line depreciation as an operating
charge, though declining to accept the contention of those com
panies that unexpended depreciation reserves are in the nature
of surplus.*
In 1934 an opportunity was afforded to judge how far the rea
soning of the Commission had made progress with the Supreme
Court. The opportunity did not come in a railroad case, in
which the proponents of straight-line depreciation would have had
to face the argument that their proposal ran counter to the prac
tice of railroads generally, here and abroad since the earliest days
of operation, including nearly a quarter of a century during which
railroad accounting had been under the jurisdiction of the Inter
state Commerce Commission—it came up in the case of a telephone
company † which had followed a straight-line depreciation plan
after the Commission’s own heart. As a result, the depreciation
reserve had grown to be from 26% to 28% of the cost of property,
including land. The court below had found the proper deduction
for depreciation for valuation purposes to be from 15% to 16%,
and the telephone company had claimed the proper deduction for
this purpose to be from 8% to 9%.
The Supreme Court’s decision against the telephone company
was based on the ground that it had failed to sustain the burden of
showing that the amounts charged to operating expenses for de
preciation had not been excessive. It spoke of the “striking con
trast” between the reserve that had been accumulated and the
existing depreciation as indicated by “proof which the Company
strongly emphasizes as complete and indisputable in its sharp
criticism of the amount of accrued depreciation found by the
District Court in valuing the property.”
Mr. Justice Butler, in a concurring opinion, indicated that he
was not a convert to the view of the Interstate Commerce Com* For efforts to enlist the support of the Congress, see letter of January 21, 1931, reprinted in
the Annual Report of the Interstate Commerce Commission (1931), pp. 347-57.
† Lindheimer et al v. Illinois Bell Telephone Co., 292 U. S. (1934), 151.
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mission. In doing so, he stated in clear language one of the ob
jections which has been most strongly urged against the deprecia
tion method:
“From the foregoing it justly may be inferred that charges
made according to the principle followed by the company create
reserves much in excess of what is needed for maintenance. The
balances carried by the company include large amounts that
never can be used for the purposes for which the reserve was
created. In the long run the amounts thus unnecessarily taken
from revenue will reach about one-half the total cost of all
depreciable parts of the plant. The only legitimate purpose of
the reserve is to equalize expenditures for maintenance so as to
take from the revenue earned in each year its fair share of the
burden. To the extent that the annual charges include amounts
that will not be required for that purpose, the account misrep
resents the cost of the service.
“The company’s properties constitute a complex and highly
developed instrumentality containing many classes of items that
require renewal from time to time. But, taken as a whole, the
plant must be deemed to be permanent. It never was intended
to be new in all its parts. It would be impossible to make it so.
Expenditures in an attempt to accomplish that would be wasteful.
Amounts sufficient to create a reserve balance that is the same
percentage of total cost of depreciable items as their age is of their
total service life cannot be accepted as legitimate additions to
operating expenses” (pp. 181-82).

The argument thus admirably stated raises two important ques
tions pertinent to the present discussion. The narrower one is
whether any economic advantage is to be gained by adopting a sys
tem which calls for the creation today of a reserve of the character
described by Mr. Justice Butler as “unnecessary”—a reserve
which if created at all should have been created in the past, but
which has not been called for under the system of railroad account
ing heretofore in force. The second is whether there is any
principle higher than that of general economic advantage and
justice by which accounting practices must be governed and
judged.
It is interesting to note the way in which the Commission has
dealt with the first point. In its report of November, 1926, it
ordered that a reserve account equal to the amount of deprecia
tion which under its new system was deemed to have accrued in
the past could be set up on the books of the carriers, and a suspense
account of equal amount set up on the asset side. It asserted,
quite unjustly I think, that the theoretically correct way would be
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to make the charge to profit and loss, on the ground that it repre
sented a failure to accrue depreciation charges in the past; but
recognizing the impracticability of this course, proposed that it
should remain in suspense until extinguished by charges against
profit and loss in the future. Strong exception was taken to these
proposals, and in the revised order of 1931 the Commission decreed
that the amount of the accrued depreciation at the date when the
new system was to become effective should be computed and
broken down into component parts corresponding to the primary
investment accounts—but that no cognizance of the sum so
computed should be taken in the books.
This solution was more realistic than the Commission’s pre
vious proposal and was calculated to avert in the case of the car
riers such criticism as that expressed later by Mr. Justice Butler
in respect to the telephone company. Coupled with a change
which required depreciation accounting by groups of units instead
of by units (as previously contemplated) it provided a way out of
the difficulty of dealing, when retirement occurs in the future,
with the depreciation deemed to have accrued in the past on the
unit retired. In effect, this depreciation is to be charged against
the reserve that is to be created to provide for depreciation in the
future. The procedure as laid down is open to several criticisms:
it is illogical; it involves the abandonment of a large part of the
Commission’s theory; and it results in charging against a reserve
expenses for which no corresponding credit has previously been
made to that reserve. However, the only alternative would have
been to require the accumulation of a reserve out of future earn
ings at the expense either of the shippers or of the security-holders,
a course for which there would be no economic justification. Of
the two alternative courses, that adopted by the Commission was
doubtless the wiser.
Our railroads having reached a state of maturity, there is reason
to expect that a depreciation plan on the modified basis would
over a period of years produce charges to operation not greatly
different from those which would result from the application of a
sound retirement method. With the objection to the earlier plan
that it added greatly to the burdens upon the carriers’ future
earnings largely removed, the major question now is whether any
advantages sufficient to justify such a change in the general rail
road practice of the past, here and abroad, are likely to result from
the adoption of the Commission’s plan.
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A serious demerit of the scheme is its complexity, and the
enormous amount of bookkeeping which it would entail. Outside
the Commission probably no great virtue will be seen in the fact
that with the aid of the extra-accounting statistical record of
accrued depreciation at the date when the system becomes effec
tive, it would bring about some sort of coordination between the
accounting and the Commission's theory of valuation. A further
advantage claimed by the Commission was that the procedure
would insure more uniform charges for upkeep against operating
in good times as well as in bad. Events since 1931 have already
proved the vanity of this hope. We find the Commission itself
reporting in 1934 that, although depreciation remained on a pre
depression basis, it had allowed carriers to charge not only certain
retirements but also certain repairs against profit and loss instead
of against operating expenses.*
Unless the order does bring about a change in the attitude of
the Supreme Court as the Commission hopes, and of this there is
no present indication, it will, I think, have to be conceded that the
results of the activities of the Commission in the matter have not
justified the expense they have occasioned. Moreover, the im
portance of the rate base in the case of the railroads as a whole
has steadily diminished as competitive methods of transport have
reduced their revenues. Recapture of earnings has gone by the
board and railroad valuation has lost most of its former impor
tance.
I shall conclude this series of articles by discussing very briefly
the question raised earlier herein, whether there are principles
higher than those of general economic advantage and justice by
which accounting practices must be governed and judged. Some
accountants believe that there are such principles, and it has been
suggested that the American Institute of Accountants, or some
other body, should undertake to lay them down. It is difficult,
however, to see why this should be true of accounting, when it is
obviously not true in respect of law or of economics.
The better opinion is, I believe, that, as I suggested in the
first of these articles, accounting is a tool of business, and the
development of accounting, like the development of business law,
should be determined by the best practices of business men. As
stated in the report of the American Institute to the New York
Stock Exchange of September 28, 1932, out of the necessities of
* Annual Report (1934), p. 2.

183

The Journal of Accountancy
business there has “grown up a body of conventions, based partly
on theoretical and partly on practical considerations, which form
the basis for the determination of income and the preparation of
balance sheets today.”
There is every reason to desire and to expect improvements and
a constantly increasing degree of uniformity in accounting con
ventions. This improvement and this uniformity cannot be
attained through any attempt to make accounting practice a re
flection of purely metaphysical concepts, but only through careful
consideration of what is fair and in the best interest of those
having a legitimate interest in accounts. In the case of corporate
accounts, this may include stockholders and creditors—actual or
potential—employees, customers, and the general public, and nice
questions may arise in giving just recognition to the rights of the
different groups. Clearly, however, no rule which is contrary
to the interests of all of the parties should be established on the
sole ground that it conforms to some abstract notion of what is
sound accounting.
It is because the best accounting can only be attained through
wide knowledge of business, sound judgment and mental integrity
that the profession of the accountant offers today one of the most
attractive fields of activity to the high-minded and clear-minded
among the rising generation.
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